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Disclaimer of opinion 

1. I was engaged to audit the financial statements of the Enoch Mgijima Local Municipality set out 
on pages ... to .... which comprise statement of financial position as at 30 June 2018, the 
statement of financial performance, statement of changes in net assets, cash flow statement 
and the statement of comparison of budget information with actual information for the year then 
ended, as well as the notes to the financial statements, including a summary of significant 
accounting policies. 

2. I do not express an opinion on the financial statements of the municipality because of the 
significance of the matters described in the basis for a disclaimer of opinion section of my 
report. I have not been able to obtain sufficient appropriate audit evidence to provide a basis 
for an audit opinion on these financial statements. 

Basis for disclaimer of opinion 

Property, plant and equipment 

3. The municipality did not adequately address the issues identified in the prior year relating to 
take-on balances. Furthermore, the municipality did not have an adequate asset management 
system to record and account for property, plant and equipment. I was unable to obtain 
sufficient appropriate evidence by alternative means to confirm the carrying value of property, 
plant and equipment of R1,2 billion (2017:R1,2 billion), as disclosed in note 9 to the financial 
statements. Consequently, I was unable to determine whether any adjustments were 
necessary to this balance. 

4. Due to the impact of property plant and equipment on depreciation, I was also unable, even by 
alternative means to obtain sufficient, appropriate evidence to confirm the amount of 
depreciation and amortisation of R50,8 million (2017: R48,6 million) in the statement of 
financial performance and disclosed in note 27 to the financial statements. Consequently, I 
was unable to determine whether any adjustments were necessary to this amount. 

5. Similarly, I was unable, even by alternative means to obtain sufficient, appropriate evidence to 
confirm the amount of loss on disposal of R13,2 million (2017: R8,9 million) in the statement of 
financial performance and disclosed in note 33 to the financial statements due to the impact of 
property plant and equipment on loss on disposal. Consequently, I was unable to determine 
whether any adjustments were necessary to this amount 

Value-added tax receivable 

6. The municipality did not adequately address the issues identified in the prior year relating to 
take-on balances. Furthermore, the municipality did not have adequate systems in place to 
record and account for value-added tax (Vat). In these circumstances, I was unable, even by 



alternative means, to obtain sufficient appropriate evidence to confirm the balance of R7,8 
million (2017: R16million) as disclosed in the statement of financial position and note 5 to the 
financial statements. Consequently, I was unable to determine whether any adjustments were 
necessary to the balance. 

Payables from exchange transactions 

7. The municipality did not adequately address the issues identified in the prior year relating to 
take-on balances. Furthermore, the municipality did not have adequate liability management 
systems in place to record and account for payables from exchange transactions. I was 
unable, even by alternative means, to obtain sufficient appropriate evidence to confirm the 
closing balance for payables from exchange transactions of R154.8 million (2017: R58 million) 
as disclosed in the statement of financial position and note 13 to the financial statements. 
Consequently, I was unable to determine whether any adjustments were necessary to this 
balance. 

Employee benefits 

8. Sufficient appropriate audit evidence supporting the leave accrual calculated during the current 
period could not be obtained in respect of staff leave of R33,1 million (2017: R34,6 million), as 
disclosed in note 15 to the financial statements. In addition, supporting records were not 
available as the municipality did not have an adequate liability management system to record 
and account for employee benefit obligations. I was unable, even by alternative means, to 
obtain sufficient appropriate audit evidence to confirm the staff leave balance. Consequently, I 
was unable to determine whether any adjustments were necessary to the staff leave balance 
as disclosed. 

Revenue from exchange transactions 

9. The municipality did not have effective revenue management systems for recording of and 
accounting for interest on accounts in arrears. Consequently, I was unable, even by alternative 
means, to determine whether any further adjustments to interest on debtors of R14 million, as 
disclosed in the statement of financial performance and note 20 to the financial statements, 
were necessary. 

Revenue from non-exchange transaction 

10. The municipality did not have an adequate grant management system that tracks spending per 
grant. As a result, grant spending per general ledger does not agree with the amount disclosed 
in the financial statements. Consequently, government grants and subsidies as disclosed in 
note 24 of the financial statements are overstated by R9,5 million and unspent grant liability as 
disclosed in note 16 of the financial statements is understated by the same amount. 

Bulk purchases 

11. The municipality did not maintain an effective system of expenditure control as they did not 
record expenditure as it was incurred but rather when paid, which resulted in bulk purchases 
as disclosed in the statement of financial performance and note 29 to the financial statements 
being overstated by R7,7 million and vat receivables as disclosed in statement of financial 
positions and note 5 to the financial statements being understated by the same amount. 


8. Furthermore, I was unable, even by alternative means, to obtain sufficient appropriate audit 
evidence that all expenditure had been recorded as the municipality did not have adequate 
systems in place to record and account for expenditure. Consequently, I was unable to 
determine whether any adjustments to bulk purchases of R224,2 million as disclosed in the 
statement of financial performance and note 29 were necessary. 

Irregular expenditure 

9. The municipality did not adequately address the issues identified in the prior year relating to 
take-on balances. Furthermore, the municipality did not have adequate systems to identify and 
disclose all irregular expenditure incurred during the year, as required by section 125(2)(d)(i) of 
the MFMA. I was unable, even by alternative means, to obtain sufficient appropriate evidence 
to confirm the balance of irregular expenditure of R428.9 million (2017: R402.1 million) 
disclosed in note 43 to the financial statements. Consequently, I was unable to determine 
whether any adjustments were necessary to this balance. 

Unauthorised expenditure 

10. The municipality did not adequately address the issues identified in the prior year relating to 
take-on balances. Furthermore, the municipality’s processes for the recording and recognition 
of unauthorised expenditure were insufficient. I was unable, even by alternative means, to 
obtain sufficient appropriate evidence to confirm the carrying value of unauthorised 
expenditure of R168,1 million (2017: R154.1 million) as disclosed in note 44 to the financial 
statements. Consequently, I was unable to determine whether any adjustments were 
necessary to this balance. 

Commitments 

11. The municipality did not have adequate systems to maintain records of commitments for goods 
and services not yet received. This resulted in commitments as disclosed in note 38 to the 
financial statements being overstated by R5,3 million (2017: R35,5 million understated). 

12. Furthermore, I was unable, even by alternative means, to obtain sufficient appropriate audit 
evidence for the amount disclosed as commitments. Consequently, I was unable to determine 
whether any further adjustments were necessary to commitments stated at R75,1 million in 
note 38 to the financial statements. 

Material losses 

13. The municipality did not have adequate systems to identify and record material losses. As a 
result, no disclosure was made for the current financial year in note 48 to the financial 
statements as required by section 125(2)(d) of the MFMA (other compulsory disclosures). 
Consequently, I was unable to determine whether there are any material misstatements to be 
reported in material losses incurred, recovered and written off. 

Material uncertainty related to going concern 

14. The municipality did not adequately disclose material uncertainties in note 43 to the financial 
statements relating to the municipality’s ability to continue as a going concern in accordance 
with GRAP1, presentation of financial statements. The municipality incurred a net operating 
loss in the current year and is in a net current liability position. In addition, assets of the 
municipality have been auctioned due to non-payment of creditors. The events and conditions 


disclosed in note 43 together with other matters set forth in the same note indicate that material 
uncertainty exists that may cast significant doubt on the municipality’s ability to continue to fund 
its existing level of operations. 

Corresponding figures 

Cash and cash equivalents 

15. I was unable to obtain sufficient appropriate audit evidence for the restatement of the 

corresponding figure for cash and cash equivalents. As described in note 41 to the financial 
statements, the restatement was made to rectify a prior year misstatement, but the 
restatement could not be substantiated by sufficient, appropriate supporting audit evidence. 
Consequently, I was unable to determine whether any adjustment was necessary to the cash 
and cash equivalents corresponding figure stated at R50,8 million in the financial statements. 


Receivables from exchange transactions 

16. I was unable to obtain sufficient appropriate audit evidence for the restatement of the 

corresponding figure for receivables from exchange transactions. As described in note 41 to 
the financial statements, the restatement was made to rectify a prior year misstatement, but 
the restatement could not be substantiated by sufficient, appropriate supporting audit 
evidence. I was unable to confirm the restatement by alternative means. Consequently, I was 
unable to determine whether any adjustment was necessary to the receivables from exchange 
transactions corresponding figure stated at R53.2 million in the financial statements. 


Receivables from non-exchange transactions 

17. I was unable to obtain sufficient appropriate audit evidence for the restatement of the 

corresponding figure for receivables from exchange transactions. As described in note 41 to 
the financial statements, the restatement was made to rectify a prior year misstatement, but 
the restatement could not be substantiated by supporting audit evidence. I was unable to 
confirm the restatement by alternative means. Consequently, I was unable to determine 
whether any adjustment was necessary to the receivables from exchange transactions 
corresponding figure stated at R17,5 million in the financial statements. 


Employee-related costs 

18. The municipality did not disclose prior period errors in note 41 to the financial statements, as 
required by GRAP 3, Accounting policies, estimates and errors. The nature and the amount of 
the correction for employee-related costs and the amount of the correction at the beginning of 
the earliest prior period were not disclosed. Consequently, I was unable to determine whether 
any adjustments were necessary to the corresponding figure stated at R238 million in the 
financial statements. 

Genera! expenses 

19. The municipality did not disclose prior period errors in note 41 to the financial statements, as 
required by GRAP 3, Accounting policies, estimates and errors. The nature and the amount of 
the correction for general expenses and the amount of the correction at the beginning of the 


earliest prior period were not disclosed. Consequently, I was unable to determine whether any 
adjustments were necessary to the corresponding figure stated at R69,7 million in the financial 
statements. 

Debt impairment 

i 

20. The municipality did not disclose prior period errors in note 41 to the financial statements, as 
required by GRAP 3, Accounting policies, estimates and errors. The nature and the amount of 
the correction for debt impairment and the amount of the correction at the beginning of the 
earliest prior period were not disclosed. Consequently, I was unable to determine whether any 
adjustments were necessary to the corresponding figure stated at R79,9 million in the financial 
statements. 

Revenue from exchange transactions 

21. The municipality did not perform a review of the revenue billing that took place during the 
period. This resulted in incorrect billings. Consequently, revenue from exchange transactions 
as disclosed in the statement of financial performance and note 18 to the financial statements 
is overstated by R19,3 million and receivables from exchange transactions disclosed in the 
statement of financial position and note 3 to the financial statements are overstated by the 
same amount. 

Revenue from non-exchange transactions 

22. Sufficient, appropriate audit evidence was not available to support revenue from non-exchange 
transactions as disclosed in the statement of financial performance and note 23 to the financial 
statements. This was due to the municipality not billing debtors in line with the approved rates 
policy. I was unable to confirm the amount by alternative means. Consequently, I was unable to 
determine whether any adjustments were necessary to revenue from non-exchange 
transactions of R85,2 million disclosed in the statement of financial performance and note 22 to 
the financial statements. 

Context for the opinion 

23. I conducted my audit in accordance with the International Standards on Auditing (ISAs). My 
responsibilities under those standards are further described in the auditor-general’s 
responsibilities for the audit of the financial statements section of this auditor’s report. 

24. I am independent of the municipality in accordance with the International Ethics Standards 
Board for Accountants’ code of ethics for professional accountants (IESBA code) and the 
ethical requirements that are relevant to my audit in South Africa. I have fulfilled my other 
ethical responsibilities in accordance with these requirements and the IESBA code. 

Emphasis of matter 

25. I draw attention to the matter below. My opinion is not modified in respect of this matter. 

Fruitless and wasteful expenditure 

26. As disclosed in note 45 to the financial statements, fruitless and wasteful expenditure of R3,5 
million has not been recovered, written off or condoned. 


Other matters 


27. I draw attention to the matters below. My opinion is not modified in respect of these matters. 

Vyfithc^rswsf from t c r/dtf 
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28. Due to the limitation imposed on the scope of the audit by management, I have disclaimed my 
opinion on the financial statements. Were it not for the legislated requirement to perform the audit 
of the municipality, I would have withdrawn from the engagement in terms of the ISAs. 

Unaudited disclosure notes 

29. In terms of section 125(2)(e) of the MFMA, the municipality is required to disclose particulars of 
non-compliance with the MFMA in the financial statements. This disclosure requirement did not 
form part of the audit of the financial statements and, accordingly, I do not express an opinion 
thereon. 

Responsibilities of accounting officer for the financial statements 

30. The accounting officer is responsible for the preparation and fair presentation of the financial 
statements in accordance with the SA Standards of GRAP and the requirements of the MFMA, 
and for such internal control as the accounting officer determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether due to 
fraud or error. 

31. In preparing the financial statements, the accounting officer is responsible for assessing the 
municipality’s ability to continue as a going concern, disclosing, as applicable, matters relating 
to going concern and using the going concern basis of accounting unless the appropriate 
governance structure either intends to liquidate the municipality or to cease operations, or has 
no realistic alternative but to do so. 

Auditor-general’s responsibilities for the audit of the financial statements 

32. My objectives are to obtain reasonable assurance about whether the financial statements as a 
whole are free from material misstatement, whether due to fraud or error, and to issue an 
auditor’s report that includes my opinion. Reasonable assurance is a high level of assurance 
but is not a guarantee that an audit conducted in accordance with the ISAs will always detect a 
material misstatement when it exists. Misstatements can arise from fraud or error and are 
considered material if, individually or in aggregate, they could reasonably be expected to 
influence the economic decisions of users taken on the basis of these financial statements. 

33. A further description of my responsibilities for the audit of the financial statements is included 
in the annexure to this auditor’s report. 


Report on the audit of the annual performance report 


34. Introduction and scope In accordance with the Public Audit Act of South Africa, 2004 (Act No. 
25 of 2004) (PAA) and the general notice issued in terms thereof, I have a responsibility to 
report material findings on the reported performance information against predetermined 
objectives for selected programmes presented in the annual performance report. I performed 
procedures to identify findings but not to gather evidence to express assurance. 



35. My procedures address the reported performance information, which must be based on the 
approved performance planning documents of the municipality. I have not evaluated the 
completeness and appropriateness of the performance indicators included in the planning 
documents. My procedures also did not extend to any disclosures or assertions relating to 
planned performance strategies and information in respect of future periods that may be 
included as part of the reported performance information. Accordingly, my findings do not 
extend to these matters. 

36. I evaluated the usefulness and reliability of the reported performance information in 
accordance with the criteria developed from the performance management and reporting 
framework, as defined in the general notice, for the following selected programmes presented 
in the annual performance report of the municipality for the year ended 30 June 2018: 


Programmes 

Pages in the annual 
performance report 

Basic service delivery and infrastructure development 

x-x 

Local economic development 

X - X 


37. I performed procedures to determine whether the reported performance information was 
properly presented and whether performance was consistent with the approved performance 
planning documents. I performed further procedures to determine whether the indicators and 
related targets were measurable and relevant, and assessed the reliability of the reported 
performance information to determine whether it was valid, accurate and complete. 

38. The material findings in respect of the usefulness and reliability of the selected programmes 
are as follows: 

Programme 1 - Basic service delivery 

39. The following strategic objectives as reported in the annual performance report (APR) detailed 
in the table below were not consistent with the strategic objectives approved in the service 
delivery and budget implementation plan (SDBIP). This is not in line with the requirements of 
section 41(c) of the Municipal Systems Act (Act No. 32 of 2000 (MSA). These changes were 
made without the necessary approval as required by section 25(2) of the MSA. 


Strategic objective per SDBIP 

Strategic objective per APR 

To provide a habitable, clean and safe 
environment by June 2018 

None - The objective was not reported in the APR as 
part of the basic services KPA 

To offer testing to learners and issue driving 
licences 

None - The objective was not reported in the APR as 
part of the basic services KPA 

To register and license motor vehicles 

None - The objective was not reported in the APR as 
part of the basic services KPA 











To test all types of vehicles for roadworthiness 

None - The objective was not reported in the APR as 
part of the basic services KPA 

To ensure safe passage and acceptable 
condition of road infrastructure network by 
June 2018 

None - The objective was not reported in the APR as 

part of the basic services KPA 

I 

To ensure continuous connections and 
maintenance of electricity to households 
within Enoch Mgijima jurisdictions by June 
2018 to ensure minimum disruption 

To ensure institutional financial viability by June 2018 

None 

To ensure institutional financial sustainability and 
viability by June 2018 

None 

To facilitate the provision of sustainable human 
settlements for all income categories by June 2018 


40. The following indicators as reported in the APR detailed in the table below were not consistent 
with the indicators approved in the SDBIP. This is also not in line with the requirements of 
section 41(c) of the MSA. These changes were made without the necessary approval as 
required by section 25(2) of the MSA. 


Indicator per SDBIP 

Indicator per APR 

Seven (7) sport stadiums 

Seven (7) sport stadiums maintained 

Geographic information 
database developed by June 
2018 

Develop and store geographic datasets and maps for land use 
management, spatial and development planning by 30/6/18 

None 

Fifty (50) lease agreements reviewed to charge market-related 
rental on municipal properties 

None 

Completed and implemented audit action plan by June 2018 

None 

Audit & risk management committee reports submitted to the 
council quarterly by June 2018 

None 

100% adherence to diary of engagement 


41. The following indicators and/or targets in the SDBIP and APR are not measurable in clearly 
identifying the nature and required level of performance as required by the Framework for 
Managing Programme Performance Information (FMPPI). 

















Indicator per APR 

Target per APR 

Refuse removed regularly 

Maintain refuse removal services in the 
serviced areas 30/06/18 

Refuse removal services provided to new 
developments 

Provide refuse removal services to new 
developments by 30/06/18 

Refuse & waste separated at source 

Encourage separation of refuse & waste at 
source by 30/06/18 

Processes procedures developed. 

Develop & implement processes and 
procedures for refuse removal by 30/06/18 

Reclaiming activities formalised & documented 

Formalise and document all waste reclaiming 
activities by 30/06/18 

Number of campaigns held 

Conduct awareness campaigns in five (5) 
wards by 30/06/18 (target reviewed) 

Number of activities and events conducted 

4 x holiday programmes & 1 x library week 
programme 

Number of functioning library committees 

Functionality of 11 library committees 

ICT provided in the libraries 

Provide ICT in all libraries by June 2018 

Processes and procedures developed 

Develop and implement processes 
and procedures for libraries by June 2018 

Number and reports from massive operations 

Hold 12 massive operations by 30/6/18 

Total number of schools visited for traffic education 
campaigns by June 2018 

Conduct traffic education campaigns at all 
schools with high motor vehicle traffic 
interactions by 30/6/18 

Land identified for municipal offices by June 2018 

Land identified for municipal offices by June 
2018 

Register of alienation of land for commercial 
purposes 

dentify and alienate land for commercial 
purposes by 30 June 2018 

Register of alienation of land for residential 
purposes 

dentify and alienate land for residential 
purposes by 30/18 



















Register of alienation of land for business purposes 

Identify and alienate land for business 
purposes by 30 June 2018 

Register of alienation of land for social purposes by 
June 2018 

Identify and alienate land for social 
purposes by June 2018 

Progress reports on development of State of Art 
University in Komani developed by June 2018 

Facilitate the development of WSU campus in 
Komani by June 2018 

Finalised land use applications by June 2018 

Process land use applications 

100% adherence to diary of engagement 

100% adherence to diary of engagement 


42. The performance for indicators in the table below was less than the target. There is no 
evidence of measures to improve performance, as required by the FMPPI. 


Indicator per APR 

Target per APR 

Actual performance per APR 

1 600 electricity meters 
inspected for tampering, faults, 
and error (disconnections and 
connections) by June 2018 

1 600 electricity meters 
inspected for tampering, faults, 
and error (disconnections and 
connections) by June 2018 

Not achieved: Inspections, 
disconnection, reconnections were 
done in the financial year, but the 
number targeted was not achieved 

450 of electricity meters that 
were faulty or had been 
tampered with replaced by June 
2018 

450 electricity meters that were 
faulty or had been tampered 
with replaced by June 2018 

Not achieved: 58 m installation, 8 
m change-overs and one 
additional metre installed 

Excavations, foundations for 
four high-mast lighting in wards 
2, 4, 5, 8, 24 & 25 by June 2018 

Excavations, foundations for 
four high-mast lighting in wards 
2, 4, 5, 8, 24, & 25 by June 

2018 

Not achieved: The project was 
removed during readjustment 
budget. 

Council adopted human 
settlement sector plan 

Develop & implement 
integrated human settlement 
sector plan by 30/6/18 

Not achieved: 

The draft plan was developed but 
has not yet been implemented. It 
has to be tabled to council before 
it can be implemented 

Council approved municipal 
land disposal policy by June 
2018 

Develop & implement municipal 
and disposal policy by 30/6/18 

Not achieved 

Municipal land disposal policy 
tabled to council but not yet 
implemented 
















Council approved local area 
spatial development 
frameworks (LSDFs) 

LSDFs developed and 
implemented by 30/6/18 

Not achieved 

LSDF was developed but not yet 
implemented 

Council approved housing 
sector plan by June 2018 

Develop & implement a 
housing sector plan by June 
2018 

Not achieved 

Housing sector plan developed 
but not implemented 

Audit & risk management 
committee reports submitted to 
the council quarterly by June 
2018 

Two audit & risk MGT reports 
submitted to council by 30/6/18 

Not achieved 

No report on risks mitigated 
submitted 


43. The reported achievements for the indicators detailed in the table below were misstated as the 
evidence provided did not agree with the reported achievement or the supporting information 
was inadequate. The system and processes implemented by the municipality to ensure valid, 
accurate and complete reported performance against planned targets were not effective. 


Key performance indicator _ 

Surfacing (paving) of 2 km taxi routes in Molteno and Sterkstroom Phase 5 

EMLM upgrade, rehabilitation, repairs and maintenance of 40 km gravel roads in Komani, 
Whittlesea, Hofmeyer, Tarkastad, Sterkstroom, Molteno and their surrounding areas (40 km of 
clusters A, B and C (combined) _ 

Maintenance (cleaning) of 2 km storm water pipes & open channels - 100 catchpits unblocked 


44. We were unable to obtain sufficient appropriate audit evidence for the reported achievement of 
the following indicators. This was due to limitations placed on the scope of my work. I was 
unable to confirm the reported achievement by alternative means. Consequently, I was unable 
to determine whether any adjustments were required to the achievements as reported in the 
APR. 


KPI 

Target 

Achievement 

1 600 electricity meters 
inspected for tampering, 
faults and error 
(disconnections and 
connections) by June 2018 

1 600 electricity meters 
inspected for tampering, 
faults and error 
(disconnections and 
connections) by June 2018 

Not achieved 

Inspections, disconnection, 
reconnections were done in the 
financial year, but the number targeted 
was not achieved 

450 electricity meters that 
were faulty or had been 
tampered with replaced by 
June 2018 

450 electricity meters that 
were faulty of had been 
tampered with replaced by 
June 2018 

Not achieved 

58 m installation, 8 m change-overs 
and one additional meter installed 


Programme 3 - Local economic development 
















45. Performance for the indicator in the table below was less than the target. There is no evidence 
of measures to improve performance as required by the FMPPI. 


Reported indicators/ measures per APR 

Planned targets per APR 

Establish a local economic development (LED) 

forum 

Establish and coordinate work of the LED 
forum 


46. The reported achievement for the following target was misstated as the audit evidence 
provided indicated that one (1) engagement was held with a government role player while a 
reported achievement of two (2) engagements was reported in the APR. 


Indicator 

Target 

Achievement 

Evidence obtained 

By establishing 

working relationship 
with other government 
role players in LED 
space 30 June 2018 

Two engagements 

with other government 
role players in LED 
space 

Achieved 

Engagements held 
with other sector 
departments involved 
in LED 

One engagement with 
a government role 
player in LED space 


Other matter 

47. I draw attention to the matter below. 

Achievement of planned targets 

48. Refer to the annual performance report on pages ... to ... for information on the achievement 
of planned targets for the year and explanations provided for the under/overachievement of a 
number of targets. This information should be considered in the context of the material findings 
on the usefulness and reliability of the reported performance information in paragraphs x to x 
of this report. 


Report on the audit of compliance with legislation 


introduction and scope 

49. In accordance with the PAA and the general notice issued in terms thereof, I have a 
responsibility to report material findings on the compliance of the municipality with specific 
matters in key legislation. I performed procedures to identify findings but not to gather 
evidence to express assurance. 

50. The material findings on compliance with specific matters in key legislation are as follows: 

Annual financial statements and annual report 

51. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements 
identified by the auditors in the submitted financial statements were not adequately corrected 












and the supporting records could not be provided subsequently, which resulted in the financial 
statements receiving a disclaimer audit opinion. 

52. The 2016-17 annual report was not tabled in the municipal council within seven months after 
the end of the financial year, as required by section 127(2) of the MFMA. 

53. The APR for the year under review did not include measures taken to improve performance, as 
required by section 46 (1)(c) of the MSA. 

54. The council failed to adopt an oversight report containing the council's comments on the annual 
report within the prescribed timelines, as required by section 129(1) of the MFMA. 

Asset management 

55. An adequate management, accounting and information system which accounts for assets was 
not in place, as required by section 63(2)(a) of the MFMA. 

56. An effective system of internal control for assets, including an asset register, was not in place, 
as required by section 63(2)(c) of the MFMA. 

Consequence management 

57. Unauthorised, irregular, fruitless and wasteful expenditure incurred by the municipality was not 
investigated to determine whether any person was liable for the expenditure, as required by 
section 32(2)(a) of the MFMA. 

Liability management 

58. An adequate management, accounting and information system which accounts for liabilities 
was not in place, as required by sections 63(2)(a) and 96(2)(a) of the MFMA. 

59. An effective system of internal control for liabilities, including a liability register, was not in 
place, as required by sections 63(2)(c) and 96(2)(b) of the MFMA. 

Revenue management 

60. An adequate management, accounting and information system which accounts for revenue, 
debtors, receipts of revenue was not in place, as required by section 64(2)(e) of the MFMA. 

61. An effective system of internal control for revenue was not in place, as required by section 
64(2)(f) of the MFMA. 

62. Interest was not charged on all accounts in arrears, as required by section 64(2)(g) of the 
MFMA. 

Procurement and contract management start here 

63. Goods and services of a transaction value above R200 000 were procured without inviting 
competitive bids, in contravention of supply chain management (SCM) regulation 19(a). 

64. Competitive bids were adjudicated by a bid adjudication committee that was not composed in 
accordance with SCM regulation 29(2). 


65. Contracts were awarded to bidders who had not submitted a declaration on whether they are 
employed by the state or connected to any person employed by the state, as required by SCM 
regulation 13(c). 

66. The performance of some of the contractors or providers was not monitored on a monthly 
basis, as required by section 116(2)(b) of the MFMA. 

67. The contract performance and monitoring measures and methods were not sufficient to ensure 
effective contract management, as required by section 116(2)(c) of the MFMA. 


U . . 


68. A performance management system was not established, as required by section 38(a) of the 
MSA. 

69. A performance management system was not adopted, as required by municipal planning and 
performance management regulation 8. 

70. The performance management system and related controls were not maintained as they did 
not describe how the performance monitoring and reporting processes should be organised 
and/or managed, as required by municipal planning and performance management regulation 
7(1). 

Expenditure management 

71. Effective steps were not taken to prevent irregular, fruitless and wasteful and unauthorised 
expenditure, as required by section 62(1 )(d) of the MFMA. 

72. Money owed by the municipality was not always paid within 30 days as required by section 
65(2)(e) of the MFMA. 

73. An adequate management, accounting and information system was not in place which 
recognised expenditure when it was incurred, as required by section 65(2)(b) of the MFMA. 


Other information 


74. The accounting officer is responsible for the other information. The other information 
comprises the information included in the annual report. The other information does not include 
the financial statements, the auditor’s report and those selected programmes presented in the 
annual performance report that have been specifically reported in this auditor’s report. 

75. My opinion on the financial statements and findings on the reported performance information 
and compliance with legislation do not cover the other information and I do not express an 
audit opinion or any form of assurance conclusion thereon. 

76. In connection with my audit, my responsibility is to read the other information and, in doing so, 
consider whether the other information is materially inconsistent with the financial statements 
and the selected programmes presented in the annual performance report, or my knowledge 
obtained in the audit, or otherwise appears to be materially misstated. 



77.1 did not receive the other information prior to the date of this auditor’s report. When I do 
receive and read this information and if I conclude that it contains a material misstatement, I 
am required to communicate the matter to those charged with governance and request that the 
other information be corrected. If the other information is not corrected, I may have to retract 
this auditor’s report and reissue an amended report as appropriate. However, if it is corrected 
this will not be necessary. 




78. I considered internal control relevant to my audit of the financial statements, reported 

performance information and compliance with applicable legislation; however, my objective 
was not to express any form of assurance thereon. The matters reported below are limited to 
the significant internal control deficiencies that resulted in the basis for the disclaimer of 
opinion, the findings on the annual performance report and the findings on compliance with 
legislation included in this report. 

® Leadership did not adequately discharge its oversight responsibilities with regard to the 
implementation and monitoring of internal controls to ensure sound financial and 
performance management and compliance with legislation. This resulted in inaccurate, 
incomplete and inadequate financial and performance reporting. 

• Management did not fill key vacancies weakening the internal control environment and 
hampering accountability. The municipality did not have a proper system of record 
management for the maintenance of information that supports adequate financial and 
performance reporting. Further, information was not reviewed regularly and compliance 
with key legislation was not monitored, resulting in material non-compliance in the auditor’s 
report. 

• Risk management activities were not designed and implemented to mitigate high and 
pervasive risks the municipality was exposed to. The internal audit was not provided the 
necessary support by management to provide assurance on internal controls. 
Consequently, the audit committee was not effective in discharging its legislated mandate. 



/ 


East London 


30 November 2018 



AUDITOR-GENERAL 
SOUTH AFRICA 


Auditing to build public confidence 



Annexure - Auditor-general’s responsibility for the audit 

1. As part of an audit in accordance with the ISAs, I exercise professional judgement and 
maintain professional scepticism throughout my audit of the financial statements, and the 
procedures performed on reported performance information for selected programmes and on 
the municipality’s compliance with respect to the selected subject matters. 

Financial statements 

2. In addition to my responsibility for the audit of the financial statements as described in this 
auditor’s report, I also: 

© identify and assess the risks of material misstatement of the financial statements whether 
due to fraud or error, design and perform audit procedures responsive to those risks, and 
obtain audit evidence that is sufficient and appropriate to provide a basis for my opinion. 
The risk of not detecting a material misstatement resulting from fraud is higher than for one 
resulting from error, as fraud may involve collusion, forgery, intentional omissions, 
misrepresentations or the override of internal control. 

® obtain an understanding of internal control relevant to the audit in order to design audit 
procedures that are appropriate in the circumstances but not for the purpose of expressing 
an opinion on the effectiveness of the municipality’s internal control. 

® evaluate the appropriateness of accounting policies used and the reasonableness of 
accounting estimates and related disclosures made by the accounting officer. 

• conclude on the appropriateness of the accounting officer’s use of the going concern basis 
of accounting in the preparation of the financial statements. I also conclude, based on the 
audit evidence obtained, whether a material uncertainty exists related to events or 
conditions that may cast significant doubt on the municipality’s ability to continue as a 
going concern. If I conclude that a material uncertainty exists, I am required to draw 
attention in my auditor’s report to the related disclosures in the financial statements about 
the material uncertainty or, if such disclosures are inadequate, to modify the opinion on the 
financial statements. My conclusions are based on the information available to me at the 
date of this auditor’s report. However, future events or conditions may cause a municipality 
to cease operating as a going concern. 

• evaluate the overall presentation, structure and content of the financial statements, 
including the disclosures, and whether the financial statements represent the underlying 
transactions and events in a manner that achieves fair presentation. 

Communication with those charged with governance 

3. I communicate with the accounting officer regarding, among other matters, the planned scope 
and timing of the audit and significant audit findings, including any significant deficiencies in 
internal control that I identify during my audit. 

4. I also confirm to the accounting officer that I have complied with relevant ethical requirements 
regarding independence, and communicate all relationships and other matters that may 
reasonably be thought to have a bearing on my independence and, where applicable, related 
safeguards. 





